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O&70 9? 
Address by the Premier. Don Dunstan to The South Australian Chamber 
of Commerce and Industry. 
8th November, 1974. 
Mr. Patterson, Ladies and Gentlemen. 
Th ank you for inviting me here this evening. 
I have been asked to talk about inflation in relation to the State and 
Australian economies. I don't expect any of you will be surprised at 
that. Most people in Australia talk about it daily - whether in 
board rooms or corner delis. It is the subject of an inestimable 
amount of radio and television time. 
And for Government, inflation now seriously affects our on-going 
planning and current patterns of expenditure, but it has, of course, 
helped Governmental loan payments, including our first world war 
debts. Inflation in some areas is quite good for borrowers -
provided the borrowers borrowed some time ago and have a fixed 
obligation at an interest rate that is now low compared with the 
inflation rate, New borrowers are likely to find things very tough. 
But the inflationary situation - the total economic situation, in 
fact - is worrying, as we all know. There is uncertainty in 
business circles, and there is concern in Government circles. 
There is a considerable amount of political capital being made. 
There is emerging what some economists call an inflationary psychology, 
which not only affects the decisions of ordinary consumers, but also 
brings in its wake a crowding of political nuts and funny-money 
theorigts. But perhaps in all this the worst thing about inflation 
is the uncertainty that it causes for both business and personal 
decisions, and the- business decisions that are worst affected are 
likely to be investment decisions. 
And about this situation - before I go more deeply into my subject 
tonight - there is one particular piece of arrant nonsense that has 
gained publicity here and in the eastern states and which needs to -
be answered. I speak in particular about the current myth concerning 
whatever it is that its perpetrators understand as the "ALP Brand 
of Socialism". 
This myth is an extraordinary confection in any of its plain or 
decorated forms. Roughly, it postulates that the Labor Party (or 
some so-called power-group within it) has arranged (and generally 
in some hidden cabal) a programme which is designed to achieve the 
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end of our predominately rentier system. 
Inflation, reduced private savings, wage and price controls are all 
part of the conspiracy, they argue. The whole economic system is 
being designed to shudder to a halt, leaving the pickings for the 
ALP (or some so-called power group within it). 
Now most of the time this theme is too silly or grossly ignorant to 
answer. Certainly responsible citizens rarely take notice of it. 
But nevertheless it is at times pervasive in effect and so I think 
I should mention it here, speaking as the leader of a Labor 
Government which is proud of its record of consultation and 
communication with industry and commerce. 
There is no plot, no desire for one, no ability for one. What is 
true is that most industrial nations are suffering serious economic 
dislocation at the moment, and a very large number of factors are 
inv/olved. None of them have found an answer either. In Australia, 
in seeking its own, our Central Government has made mistakes (some 
quite serious), but there has never been a suggestion or, I suggest 
an action mod^, designed to bring Australian private industry to ruin. 
In fact, such errors have been of the accidental kind and not the 
design type. Part of the problem has been the series of crises 
it faced first in the situation of the world wide 1973 economic 
boom that forced up demand all around the world causing shortages 
and a tremendous leap in commodity prices. As a result prices 
started to rise everywhere and this situation, which is quite 
difficult for Governments to handle, caused heavy wage and salary 
demands that exacerbated the position. This was closely followed 
by the even more serious event, the October '73 oil crisis, which 
followed on the Middle—East conflict. The tremendous escalation 
in oil prices has caused a disequilibrium in many countries' balances 
of payments and has encouraged many of these countries to put 
strong emphasis on encouraging exports and discouraging imports. 
I think that this has been at the core of the uncertainty of policy 
from the Federal level. 
The mere size of the problems are challenges to Governmental wisdom. 
And of course there are a tremendous range of possible solutions, 
often in conflict, coming from properly constituted bodies advising 
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the Federal Government. For example the Industries Assistance 
Commission, formerly the Tarrif Board, takes one line aiming for 
its concept of industrial efficiency. The new Act on Trade Practices 
would seem to be working in opposite directions in so far as it 
appears on paper to be against mergers and may be against 
rationalisation. The fact is that nationalisation of industry by 
stealth is not a Labor Party aim. We recognise that in economic 
reality, as well as under our Constitution, the economy of Australia 
is based upon the Rentier system - that is that we raise capital by 
paying interest and dividends upon it. Whether wd do this by public 
or private bondholding makes no effective social difference. It 
is not ALP policy to wreck this system preparatory to the State 
taking it over. It does not intend to, and no party in Australia 
has the Constitutional power to do so. The ALP is only concerned 
to ensure that people are not exploited by the system and that the 
system does not destroy itself through its own potential for anti-
asocial activities or developments. 
In all of this there is one group of people who have patently 
exploited the current economic position in Australia. They might 
be called the Politicians of Doom. (They are intimate confidants of 
the Prophets of the same name.) The fact is that politicians have a 
responsibility, especially in a pessimistic situation, not to make 
things worse by indulging, themselves, in pessimistic and windy 
rhetoric. And likewise those businessmen who spend a considerable 
amount of time telling each other how bad things are. 
Accordingly, while it may sound strange to you, I think I will now 
commence with optimism, in an effort to stop it further becoming 
^a rare commodity in this country. Accordingly, may I state that we 
are still an immensely lucky country - or at least we still have 
the ingredients that make one. Coal iron-ore, oil, gas, uranium -
we have them all, so to speak, in the bank. We are a rich country 
with a young and vital people. In fact, it appears to me at the 
moment, and in relation to this, that many companies will surely 
suffer in the medium and long term from short sighted retrenchment 
policies now. I am confident a vigorous growth will return. 
(One successful South Australian businessman of my acquaintance 
in fact claims a large part of his success was due to the fact 
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that he undertook major expansions when business conditions were 
depressed so that he was ready for.the next upsurge in the market.) 
But to return to inflation and Governments. The development of 
the Australian economy will see a growing involvement of Government 
with private enterprise, no matter what the political complexion 
of the Government. It is a pattern that was established many 
decades ago - and it is a pattern which reflects the increasingly 
complex demands of finance, industry, labour, the environment and 
the community in general* So that when the ALP won the national 
Government on a platform of general social reform, its immense 
job was immediately affected by the international economic situation, 
It was elected at a time when international economic problems 
rapidly magnified . problems in the national economy. 
This was in 1972-73, a period when Australia was earning a very 
big balance of payments surplus, which substantially added to the 
domestic credit base. At that time the Federal 
authorities were following a course of very easy money with 
relatively low interest rates, and both savings banks and trading 
banks were lending with abandon. 
It seems to us that in this situation early in 1973, the Federal 
authorities should have reversed direction in money supply and 
been more cautious on the taxation and expenditure, that is, the 
fiscal side. 
It was probably too much to expect that a newly elected Federal 
Government would follow this advice within its first few months 
of office, even if it was right. As it happened it relied 
entirely on a monetary reversal of policy in September 1973. It 
steadily tightened the money screws through until the middle of 
this year, and was aided by a big turnaround in the balance of 
payments against Australia. Thus the money squeeze has now become 
quite vicious for many companies. 
As a result, one of the most disturbing trends in the economy at 
the moment is the decline in business profitability and confidence. 
This is affecting South Australia just as seriously as other States. 
It began quite substantially to occur as early as the June quarter 
this year. In money terms the gross operating surplus of companies 
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in the June quarter of 1974 was 1% below the June quarter of 1973, 
and once price rises have been allowed for, the comparison becomes 
even less favourable. The September quarter results, when 
available, ore likely to show an even worse comparative picture. 
And one of the reasons for this squeeze on companies' profits is, 
of course, the tremendous escalation in wages and salaries which 
has occurred - 25.9% from the June quarter 1973 to June quarter 
1 974, 
Accordingly, I believe it is unfortunate that the Federal Budget 
in September this year did not take any account of the growing 
problems of financial survival facing many businesses. The new 
capital gains tax, unless modified to allow for the merely 
inflationary element in capital gains, and the surcharge on unearned 
income, both act to reduce the incentive to invest which is needed 
to maintain an adequate level of activity within our economy. In 
Australia the private sector still provides nearly 75% of the total 
employment. It appears unlikely that Governmental investment 
activity could be organised sufficiently quickly or in sufficient 
volume to fill in all the holes that could be caused by loss of 
confidence and disincentives. 
In addition the South Australian Government and other State 
Governments have been unable to convince the Federal Government 
of their need for urgent help with their revenue budget above 
the strict formula amounts. This has made the imposition of further 
rises in State charges and new State taxes inevitable. These are 
obviously counter productive to any joint anti-inflationary campaign 
when there is a need to obtain the co-operation in a prices and 
income restraint policy by employers and employees. 
So we are now in a period of inflation of 15 or 16%, and to riany 
businesses the conventional methods of accounting and the official 
Taxation Department policy on profit measurement will hold 
considerable dangers for their financial viability. In fact, there 
are several distinct problems emerging. 
The first is a matter of internal company accounting. Firms 
would be wise to deflate their current money profits by taking into 
account the rapid acceleration in the rate of price increases. 
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This would allow the rate of profitability to be seen, in real 
terms, and properly compared with the previous year's achievement. 
This alone, if done, would sober some company managements and make 
them more cautious of lavish dividends and/or bonuses to shareholders, 
Second and more importantly, adjustments to make profitability truly 
comparable between years should be made by adopting either a 
replacement or a current-value cost type of accounting in calculating 
depreciation to offset against current revenue. This would enable 
them to depreciate plant using a concept of replacement value of 
assets being used up, and not just a written down historical cost 
valuation. 
To continue with historical cost valuation depreciation means 
that when a firm needs to replace capital equipment in a period of 
fast price increases it will be in a very short cash situation 
because it has been paying out profits at a level only sensible 
when looking at inflated money profits and not real profits. 
The same sort of thing applies to stock valuation. There is a 
need to use last in, first out (LIFO) methods in stock valuation, 
so that firms understand what the replacement cost of stock is 
likely to be and take'this into account in making business decisions, 
especially in providing an adequate cash flow for future purchases. 
Finally, we come to Government action on this quostion. While 
replacemant cost or current value accounting would undoubtedly help 
businesses understand the nature of their profitability, the 
financial assistance that could come from this method of accounting 
should come from the Taxation Department. At the moment this 
Department levies tax on the basis of money incomes that are 
inflated both from inadequate depreciation and from inflationary 
increases in stock valuation. 
Thus it is essential that both the Taxation Department and Companies 
become convinced that the continuance of inflation requires a 
change away from historical cost accounting valuatians and tax 
assessments. 
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I am disappointed to hear that the Federal Treasurer has said 
that the Taxation Dept. is only likely to move to a more sympathetic 
consideration of this problem after the great majority of firms have 
adopted current price accounting. I am advised that firms should 
move very quickly in this area. 
But in all this our aim must be to contain cost inflation. The 
host of wage and salary tribunals that have proliferated in 
Australia have a very destructive effect on income relativities. 




Wages are often hiked to such an extent that it is impossible 
for the economy to deal with thenu South Australian policemen, 
in fact, had during the last year an increase in incomes of 
nearly 55^o by determinations of the Conciliation Commission. 
That of course is going to have its effect within the Public 
Service structure because it affects the Administrative Officer 
and thus the Public Service Administration. They will claim 
comparability to maintain relativities, and a hike in wage scales 
of that kind, when productivity increases are running at 3% 
and the cost of living increases are running at 16-17% cannot 
be withstood. Therefore we have to put a specific brake on 
escalating wage demands, leap frogging wage demands and bring 
them back to some sort of basis of reality. Some of the Federal 
Treasury Officers have taken the attitude that the only way to do 
that is to induce a massive down turn in activity to give a 
great shock to the economy and then make peoples' demands 
^ ^ h e r e a f t e r more realistic. That of course is a policy of massive 
social dislocation which the Labor Party cannot support under any 
circumstances and I don't believe any political party should. 
But what we can do is to provide for wage indexation and do it 
by jointCommonwealth-State action. That is, making a joint Commonwealth-
State application to the Commonwealth Industrial and Arbitration 
Commission and bringing all State income fixing tribunals within 
common legislation which can limit income increases to an index 
figure related to cost of living. What must be stressed in this is 
that indexation is to come in, then firm Government actions must be 
taken which will coincide with the introduction of indexation to 
build in some price falls in the first period. In this way the cost 
^ i n c r e a s e s in the first and second quarters will tend to be lower cost 
" n c r e a s e s than in previous quarters instead of the reverse. 
Wage indexation and common legislation for income fixing tribunals 
ore the two main points we have, in South Australia, put forward to 
the Prime Minister following the last Premiers' Conference. 
Additionally, to advance further specifics, my Government believes that 
in order to ensure stability in the economy, a changed attitude has to 
be taken to tariff cuts and the effect of imports upon Australian 
industry. If it is alleged that we should have some restructuring 
of industry to get better efficiency in Australia then the policies 
must be very much more selective and 
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CO—andina.tedthan- simply reducing tariffs across the board allowing 
a great flow of imports and then saying that, after the event, some 
assistance of some unspecified kind will be given to Companies who 
prove that they are in difficulties. 
That is far too late. How I ask, do you give assistance to a company 
which finds it simply economic to source its componentry overseas 
in order to maintain a competitive price to the market with imports? 
There is just no way you do it. 
If there is to be a restructuring of employment in Australia, then 
of course the policies on this score have to be worked out in very 
much more detail than has been so far achieved under the NEAT and 
R.E.D. Schemes. The long term and detailed nature of policies for 
restructuring industry to get the best benefits in employment 
consistent with the cheapest price to the consumer within Australia, 
A p e certainly very much more complex matters than so far the Federal 
government appears to have reaLised, and certainly very much more 
complex than the Industries Assistance Commission has so far appeared 
to have realised in reports which it has made. 
In fact my State Government views with considerable alarm the role 
of the Industries Assistance Commission tendency to pursue single 
mindedly maximum scale of Australian operations under a minimum 
number of companies. This may seem excellent in economic theory 
to achieve lowest possible costs, but ignores the nes | to provide 
strong regional employment. The S.A. Govt, strongly opposes an 
indiscriminatory closing down of plants and a contraction back to 
Sydney, or ma^DC to Sydney and Melbourne, the big market areas. 
0 e r e art3 tremendous social costs in excessive expansion of these 
already overblown cities, and the Federal Government must make 
adequate allowances for the social costs, as well as the economic 
costs, before it implements a tariff policy that could be particularly 
devastating to areas outside Sydney and Melbourne. 
Federal problems are extremely large and it is easy to criticise, 
but the fact is that Federal authorities should be more aware of 
the closeness of State Governments to the problems of the business 
community, and that their diagnosis of the sort of things needed 
to revive confidence should be listened to more carefully. 
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S.A. is the only State in the Commonwealth to make, strong 
representations to the Federal Government on the white products 
industry and the motor vehicle industry. This relates directly 
to reports by the I.A.C. I am proposing to go one stage further 
and this is to prepare a comprehensive paper for the Gordon Jackson 
Committee which is looking at the green paper on policies for the 
development of manufacturing industry in Australia. This Committee's 
report is so vital to the health and wellbeing of S.A. that I have 
directed my senior officers to get on with the job as a first 
priority. 
There are, of course, other measures that could be taken immediately 
to boost the investment climate and maintain consumer confidence. 
For instance, I am making representations on behalf of South 
Australian Industry to not proceed this year with the November 
quarterly pre-payment of company tax since this will have a 
damaging effect in a period of tight liquidity. 
In addition, it seems to me that it would be highly desirable for 
the Federal Government not to proceed with the tan percent surcharge 
on "unearned" on property income, to amend the capital-gains tax 
to take account of inflation's effect on asset valuations, to 
reduce company taxation, to remove the ban on overseas borrowing 
by companies for periods of less than two years, and finally, to 
make additional revenue grants to the States on condition that they 
roll back the recently announced consumer taxes on petrol and 
cigarettes. 
As I have said, I lead a Government which is proud of the commun-
ication and co-operation.we have achieved with South Australian 
industry. We are committed to fighting for South Australia's 
economic and developmental health, and will continue to here and 
in Canberra, or wherever necessary. We seek your support in our 
efforts and your confidence in the future of this State. 
Thank you. 
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